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There will be a meeting of the Cabinet Council on Economic
Affairs on Tuesday, April 17, 1984, at 8:45 a.m. in the
Roosevelt RoorRl.

The agenda and background paper for the second agenda
item are attached.

[ Craig L. Fuller . O Katherine Anderson (O Don Qarey
fAssncsat::n to ::fe President om Gibson CLarry Herboisheimer
or Cabinet Affairs Associ i
o ate Director

Office of Cabinet Affairs
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"THE WHITE HOUSE

WASHINGTON

April 13, 1984

MEMORANDUM FOR THE CABINET COUNCIL ON ECONOMIC AFFAIRS
FROM: ROGER B. PORTER %/

SUBJECT: Agenda and Paper for the April 17 Meeting

The agenda and paper for the April 17 meeting of the
Cabinet Council on Economic Affairs are attached. The meet-
ing is scheduled for 8:45 a.m. in the Roosevelt Room.

The Council will consider two agenda items. The first
is a report from the Working Group on the Financial Condi-
tion of Utilities. This recently formed working group has
been surveying the financial viability of a number of major
utilities involved in the constructicon of nuclear power
plants. No papers will be distributed for this agenda item
in advance of the meeting. '

The second agenda item is a report from the Working
Group on the Economic Impact of International Trade. At
its January 26, 1984 meeting the  Council asked the Working
Group to analyze the implications of a decline in’ the value
of the U.S. dollar for key economic variables. The Working
Group prepared the attached memorandum which analyzes the
economic impact of a decline in the dollar under four differ-
ent scenarios.

Attachménts
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THE WHITE HOUSE
WASHINGTON

CABINET COUNCIL ON ECONOMIC AFFAIRS

April 17, 1984
8:45 a.m.

'Roosevelt Room

AGENDA

1. Report of the Working Group on the Financial Condition
of Utilities (CM # 468)

hee ]

. Report of the Working Group on the Economic Impact of
International Trade (CM # 409)




I
Approved For Release 2008/08/20 : CIA-RDP86M00886R002000010003 9

Urzlatos - T

ol

Clon, ot o

The Under Secratary for Economic Affairs
Washington, D.C. 20230
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MEMORANDUH FOR: 1net C cil on Economic Affairs
FROM: Sidne gones

Under Secretary
for Economic Affairs

SUBJECT: Effects of Depreciation of the Dollar on the
U.S5. Economy

*

At a CCEA meeting on January 26, 1984, the Working Group on the
Economic Impact of International Trade was asked to analyze the
implications of a decline in the value of the U.S. deollar on ’
key economic variables. The Working Group has prepared the
following analysis.

In the future, the exchange value of the U.S. dollar must

fall. If the current strength of the dollar were to persist,
the large current account deficit would also persist and grow.
This is not possible, because the world's financial investors
would not be willing to go on absorbing the ever-growing volume
of U.S. public and private securities that would be implied by
these expanding current account deficits. Thus the dollar must
decline until the trade deficit shrinks and the current account
reaches a sustainable level much closer to balance.

No one can be sure how long it wil]l take or how rapidly the
dollar will fall. It could take the rest of the decade and
beyond, with the dollar declining at a rate of 3 or 4 percent a
year. Or it could happen much more quickly with a drop of 20
percent or more in a single year. Or it could decline at a
rate between these extremes. It is also possible that the
dollar will increase in value in 1984, as in 1983.

There is now substantial interest in the possible consequences
of a sharp decline in the dollar. To financial institutions,
the dollar is an investment asset just like domestic stocks and
bonds. A sudden change in expectations or sentiments could
cause a sharp change in the value of the dollar even with no
obvious cause or concurrent change in economic conditions.
Alternatively, of course, a decline in the dollar could occur

in response to a change in macroeconomic policy that leads to a
reduction in the rate of return on U.S. assets.

FORAFFIRIAL ISE Y

Approved For Release 2008/08/20 CIA-RDP86M00886R002000010003-9

UNITED STATES DEPARTMENT OF COMMERCE




ot

* Approved For Release 2008/08/20 : CIA-RDP86M0O0886R002000010003-9

2

: The Effeét of a Dollar Decline

The obvious direct effect of a decline in the value of the
dollar would be an increase in exports and a decline in
imports. This improvement in the trade balance would induce a
corresponding improvement in the current account balance.

Experience shows that these changes occur with a lag because of
delays in adjusting purchases to the changed competitiveness of
the dollar. 1In the very short run, a decline of the dollar
would actually increase the current account deficit because the
guantities of exports and imports would initially change very
little while the dollar price of exports would decline and the
dollar price of imports would rise.

Eventually, however, a decline in the value of the dollar would
cause the current account balance to improve. Just as the rise
in the value of the dollar and the consequent deterioration in
the current account balance had some beneficial side effects, a
decline in the value of the dollar, with the improvement in the
current account balance, would have a detrimental side effect
in capital markets.

The beneficial side effect in the capital markets of the large
current account deficit can be seen in the following way. Our’
purchases of imported goods provide dollars te foreigners.
Foreigners can use those dollars either to buy our export
commodities or to buy capital in the United States., Our
current account deficit indicates that foreigners have not used
the dollars we paid for imports to buy our export commodities;
instead, they must be using the dollars to purchase capital.
(Of course, foreigners cculd simply hold the dollars. This,
too, is a form of investing in the United States; it is just
that the investment is an interest-free loan to us of the
amount of dollars that foreigners wish to hold.)

As the dollar declines in value, foreigners will find that (3a)
eventually we choose to import less and thus we provide them
with fewer dollars and (b) they will choose to purchase more of
our export commodities because of the lower price.
Conseguently, there will be fewer foreigners resulting in a
rise in interest rates. Although industries that export will
in general expand, the higher interest rates will cause a
relative contraction of the capital goods industry and other
interest-sensitive sectors.

The contraction in the investment goods industry may not show
up in absolute declines in investment goods if the overall
effect of the dollar depreciation is to cause cutput to grow.
The BEA model suggests that overall real GNP will grow

{
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with the-dollar depreciation and that the net effect will be to
raise” investment?.’;Other models suggest that investment will
fallo . e ' L

Regardless of why the dollar falls, its immediate impact would
be an increase in prices in the United States. Just as the
climb in the dollar reduced inflation over the past three
years, the future fall in the dollar will temporarily raise the
rate of inflation. More accurately, with an unchanged path of
money growth, a rapid decline in the dollar exchange rate this
year would tend to raise the rate of inflation above the 5
percent rate that the Administration projected.

The depreciation of the dollar would, bhowever, also lead to
higher real growth of GNP and lower unemployment but higher
interest rates. -

Econometric Analysis

Four forecasts through 1987 were made with the BEA Quarterly
Econometric Model to examine the effects of alternative
assumptions concerning the depreciation of the dollar on the
U.S., economy. The first--the baseline forecast-- assumes no
change in the value of the dollar through 1987. The second
assumes a 20-percent depreciation by the end of 1984. The
third assumes a 40-percent depreciation by the end of 1984.
The fourth assumes a 30-percent depreciation by the end of
1985. The depreciations are assumed to be caused by factors
external to the U.S. economy rather than by domestic policy
changes.

The attached tables present the four forecasts and compare the
second, third, and fourth with the baseline forecast.

Twenty-percent depreciation over one year.--Current-dollar net
exports of goods and services are lower in 1984 than in the
baseline forecast, as lower volumes of imports are more than
offset by higher prices, and as exports react slowly to the
dollar's depreciation. Thereafter, net exports are
increasingly higher, as import volumes continue to decline angd
export volumes continue to increase. By 1987, net exports are
$51 billion higher. (The forecasts of net exports are shown in
chart 1. Those based on the assumption of dollar depreciaticn
show what is often called the J-curve pattern.} Inflatior 1is
also higher in each year, as higher import prices feed througbh
to higher domestic prices. Real (constant-dollar) GNP is
increasingly higher in each year; the peak difference is
registered in 1987-1. Higher real net exports account for
nearly all of the difference in real GNP; changes in other real
GNP components largely offset one another. Personal
consumption expenditures
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are lower throughout, reflecting increased consumer uncertainty
and lower‘real consumer wealth, both arising from higher
inflation. Nonresidential fixed investment is increasingly
higher as real interest rateés are slightly lower in 1984 and
early 1985 and as expanding export markets cause capacity
utilization to rise. 1In subsequent periods the interest rate
effect will strengthen holding down nonresidential fixed
investment. Residential investment declines more rapidly,
reflecting higher interest rates. Real government purchases
are also lower, reflecting higher prices and the assumption
that Federal government current-dollar purchases do not vary
with price changes traceable to dollar depreciation.

The unemployment rate decreases more rapidly, reflecting higher
real GNP growth, which more than offsets slightly higher labor
productivity. After 1984, the lagged effects of higher
inflation and lower unemployment combine to yield increasingly
higher wage rate growth (which in turn contributes to higher
inflation). The higher demand for money resulting from the
increasingly higher current-dollar GNP after 1984 leads to
higher short- and long-term interest rates. The Federal
deficit decreases more rapidly ($18 billion lower in 1987), as
the increase in receipts generated by higher inflation more
than offsets the increase in interest payments resulting from
higher interest rates. ‘

Forty-percent depreciation over one year.--The effects on the
economy of a 40-percent depreciation are generally more than
double the effects of a 20-percent depreciation. For example,
the effect on current-dollar net exports in 1987 is $127
billien (table 3), compared with $51 billion (table 2). The
effect on real GNP is nearly three times as large; in 1987,
real GNP is up $63 billion, compared with $24 billion. (The
larger-than-proportional differences in real GNP are due to the
disproportionate responses of real exports, the effects of the
accelerator on investment, and the nonlinearities of price
behavior.) The 40-percent depreciation also results in
more-than-proportionate increases in inflation and interest
rates., The Federal deficit benefits substantially from the
larger depreciation of the dollar; in 1987, it is $47 billion
lower than in the baseline forecast.

Thirty-percent depreciation over two years.--The effects on the
economy of a 30-percent deprecilation show a somewhat different
pattern than the two other forecasts with depreciations. The
difference is due to the more gradual nature of the 30-percent
depreciation; by the end of 1984, the value of the dollar
depreciates only 15 percent, compared witbh 20 percent and 40
percent in the two other forecasts. While in the two other
forecasts there is no further depreciation after 1984-IV,
depreciation continues through 1984-IV in this forecast.
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Consegquently, in the first bhalf of the forecast period the
effects on net exports and other aspects of the economy are
smaller than for 20-percent depreciation, but they are larger
in the second half of the forecast period. By 1987, the
effects of the 30-percent depreciation are closer to those of
the 20-percent depreciation than those of the 40-percent _
depreciation because the effects of the 30-percent depreciation’
have not had enough time to work their way fully through the
economy. For example, the effect on net exports in 1987 is
$72.1 billion, compared with $51.4 billion and $127.1 billion
(for the 20-percent and 40-percent depreciations, respectively.

The effects on other aspects of the economy are also smaller in
1984 than for a 20-percent depreciation. After that, they are
slightly larger, and by 1987 are roughly 1.5 times the effects
" of the 20-percent depreciation.

Comparison with other estimates.--The impacts of depreciation
on current-dollar net exports presented here are in line with
recent estimates made by the Council of Economic Advisers (see
Economic Report of the President, February 1984, page 47) and
those made by the staff of the Federal Reserve Board using the
U.S. accounts sector of its multi-country model. The impacts
are somewhat larger, however, than those shown by a Federal
Reserve study using its full multi-country model, which allows
for feedbacks on the U.S. economy from foreign economies and
for feedbacks from the U.S. economy on foreign economies.

Major Assumptions

These forecasts were prepared by extending the January 24 BEA
forecast through 1987-IV and incorporating two major changes in
assumptions. The first change incorporates the tax and
expenditures policies contained in the Budget of the Unitec
States Government, Fiscal Year 1985. As noted earlier,
current-dollar Federal Government purchases are the same ir 211
three forecasts,

The second change involves different assumptions about the
trade-weighted value of the dollar used in the model. (In the
January 24 forecast, the dollar was assumed to depreciate 20
percent by 1986-1.) The baseline forecast assumes that the
trade-weighted value of the dollar remains constant at its
year-end 1983 level through 1987. The second forecast differs
from the baseline forecast in that it assumes that the
trade-weighted index of the value of the dollar declipes 20 .
percent by the end of 1984, with .15 of the decline occurrinag
in 1984-I, .35 in both 1984-II and 1984-II and 1984-IIT, and
.15 in 1984-IV. The third forecast assumes that the value of
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the dollar declines 40 percent by the end of 1984, with the
same shares of the decline occurring in each of the guarters of
1984 as in the second forecast. The fourth forecast assumes
that the value of the dollar declines 30 percent by the end of
1985, with .075 of the decline occurring in 1984-1, .125 in
1984-II, .15 in 1984-III, 1984-IV, 1985-I, and 1985-II, .125 in
1985-1II, and .075 in 1985-1IV.

In addition, the following should be noted:

o The Federal Reserve Board maintains the same increase in
the (M2) money supply in the three forecasts. (If tbhe
Federal Reserve were accommodative, interest rates would
rise by less, real GNP growth would be higher, and
inflation might also be higher, net exports would
probably be lower.

o Foreign economic growth and inflation are the same in the
three forecasts. (Because the depreciation of the dollar
would probably lead to somewhat slower growth and lower
inflation abroad, the beneficial effects on
current-dollar net exports may be slightly optimistic.)

o The price per barrel and the volume of o0il imported into
the United States are the same in the three forecasts.
(If the price of oil were raised by cil-exporting nations
to recoup some exchange-rate losses, U.S. current-dollar
imports would rise, offsetting some of the positive
effects of the depreciation on current-dollar net
exports.)

o One-half of the changes in the value of the dollar are
passed through, with lags, to the deflator for nonoil
merchandise imports. This assumpticn is in line with
histcrical relationships. (If a larger proportion of
changes in the value of the dollar were passed through tn
the deflator for noncil merchandise imports, U.S.
inflation would be higher, and the effects on real GNP
and current-dollar next exports would be small and
uncertain).

o Foreign prices of nonferrous metals change by one-half of
the change in the value of the dollar. (If foreign
prices changed more, U.S. inflation would be higber, real
GNP would probably be lower, and the effect on
current-dollar net exports would probably be lower.)

Approved For Release 2008/08/20 : CIA-RDP86M00886R002000010003-9




Approved For Release 2008/08/20 : CIA-RDP86M0O0886R002000010003-9

o Unit sales prices of imported autos are unchanged in the
forecasts based on 20-percent and 30-percent
depreciations because it is likely that higher import
prices of these magnitudes will be absorbed by dealers.
In the 40-percent depreciation forecast, about one-half
of the higher import prices are passed through to unit
sales prices.

Altering Economic Policy

The critical question for economic policy is whether it is
appropriate to alter policy if there is a sharp drop in the
dollar's value. The possibilities include intervention in
exchange markets, and more restrictive monetary and/or fiscal
policy.

Exchange Market Intervention

One possible response to a decline of the dollar would be
exchange market intervention, buying dollars and 'selling other
currencies in an attempt to raise the dollar's value. Since
buying dollars in this way would reduce the money supply, it is
customary to accompany such a transaction with an egual swap of
dollars for outstanding government bonds. The effect of this
pair of transactions is to leave the money supply unchanged but
to increase the outstanding volume of foreign currency or
securities and to reduce the cutstanding volume of U.S,
government bonds. Because the money supply is kept unchanged,
this form of exchange market intervention is known as
sterilized intervention.

The experience of the United States and of other countries
shows guite clearly that sterilized intervention has little or
no lasting effect on exchange rates, It has therefore been the
policy of the Reagan Administration to use exchange rate
intervention only to calm disorderly markets. The Workina
Group recognizes that any attempt to offset a significant shift
of the dollar's value by sterilized intervention would be
futile.

Monetary Policy

Preventing a fall in the dollar's value could be achieved by a
tightening of monetary policy. A reduction in the supply of
money (in exchange for bonds or for foreign currencies) would
raise the interest rate ir the United States and strengthen the
dollar. But tightening morey in this way would bave the
undesirable effect of reducing the level of economic activity.
Since the dollar must eventually come down to an eguilibrium
level, there is pothing to recommepd the use of a
contractionary monetary policy to postpone this inevitable
exchange rate adjustment.

t
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A more expansionary monetary policy would inevitably exacerbate
the rise in the domestic price level caused by the exchange
rate depreciation. Moreover, the combination of the ipitial
exchange rate depreciation and the expansionary monetary policy
could generate expectations of increased inflation,
expectations that could easily depress the dollar further and
thereby be self-fullfilling.

If the dollar decline were to occur, as now, at a time of less
than full employment, there would be room for non-inflationary
economic expansion. The rise in net exports would induce
increases in consumption, output, and employment. In the BEA
model investment increases, but the actual change in investment
will depend on the relative strength of the interest rate
effect restricting investment and the income effect stimulating
investment.

These considerations imply that it is best not to alter the
monetary policy in response to an unanticipated and spontaneous
decline (or rise} in the dollar's wvalue. It is therefore
appropriate that the Federal Reserve's target ranges for the
monetary aggregates are not made conditional on the future
course of the exchange rate.

Fiscal Policy

If the dollar decline were to occur at a time of less than full
employment, the economy would expand and interest rates would
tend tco rise. The higher interest rates would tend to
discourage investment, but in the BEA model after two years
investment begins to rise, nonetheless because of the higher
level of economic activity.

If faster growth in investment were desired, selective cuts in
the government budget would reduce interest rates and free up
resources for further expansion of investment, although such
cuts might also reduce demand and GNP.

A tax increase would also slow GNP growth and would retard
investment if it fell on capital investment or income from
capital. A tax increase that does fall on investment could
exacerbate the capital outflow and dollar decline by lowering
the after tax return on U.S. investment. A similar tax
reduction could lower the cost of capital, raise the rate of
return on U.S5. investment, promote investment, and stem the
dollar decline.

The best way to avoid the adverse effects of a dollar decline
on the real interest rate and on investment activity is to see
that the dollar decline accompanies a reduction in the
anticipated future budget deficits., This provides a further
reason why reducing the projected budget deficits is so
important at the present time. Of course, the effects of a
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policysichange-reducing the deficit would_depend on the specific
nature. of that change. The most appropriate policy response
would=be.a .reduction in government spending to make room for
more net exports.. Tax increases would be a second-bgst

choice. If tax increases were needed, damage would be
minimized if they were designed to fall more beavily on
consumption than on U.S. capital investment or U.S. labor
inputs, to avoid weakening U.S., competitiveness.
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Efféﬁt:of“ﬁkﬁﬁilar Depreciation on_the Investment

5

and Capital Goods 1/ Sectors

The U.S. runs a large trade balance surplus in capital
goods, in fact, the largest of any major end-use category. 1In
i982, exports of capital goods were $72.7 billion and imports
were $38.2 billion. For 1983, exports are expected to be about
$67.1 billion and imports about $39.2 billion.

This paper begins with the premise of a 10 percent
spontaneous depreciation of the dollar. Larger (or smaller)
depreciations will yield results proportionately greater (or
less). The subseguent effects on the traded and non-traded
investment goods sector 2/ are divided into 3 parts:

1. The direct effect on the capital goods trade balance due to
a lower value of the dollar.

2. The nature of interest rate changes and their effect on
private domestic investment.

3. The indirect interest rate effects on the capital goods

trade balance.

1/ Electrical and nonelectrical machinery, civilian aircraft
and other transportation vehicles, excluding automotive.

2/ For purposes of exposition it is perhaps better to think of
exports and imports of capital goods as the portion of
fixed private domestic investment goods that is traded
internationally.

_Approved For Release 2008/08/20 : CIA-RDP86MO0886R002000010003-9




Approved For Release 2008/08/20 : CIA-RDP86M00886R002000010003-9

2

R . e ET

*Difeét;E%fécﬁgron the Capital Goods Trade Balance

According to ééonometric work done in the 1970s, U.S.
exports of capital goods are not very price elastic, but tend
to be strongly affected by changes in economic activity outside
the U.S. Estimates of the price elasticity of imports are
higher, presumably because of the greater possibilities for
substitution which domestic residents enjoy.

Accordingly, a 10 percent depreciation of the dollar will
increase export revenues by 6 -percent and decrease import
expenditurgs by 7 percent after 2 years. This.trénslates into
én improvement of $6.8 billion in the capital goods trade
balance. Of éourse, in the very short run the elasticities are
much smaller. 1In the first 2 guarters the depreciation will

have a perverse effect and the trade balance will dec¢line,

The Nature of Interest Rate Changes and Their Effects on

Private Domestic investment

The lower value of the dollar and the resulting
improvement in the current account generate two distinct
negative effects on the domestic dehand for traded and
noen-traded investment goods.

The medium-term and long-term improvements in the current
account from a lower value of the dollar will tend to increasé
demand for export goods and for import-competing démestic
goods. As‘with'any expansion in aggregate activity, money

demand rises. If monetary policy is not changed, interest
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rates will rise. This type of increase in rates is known as
transacfions crowding out. ‘

Even though the traded goods sectors expand, higher
interest rates are a negative factor for the interest sensitive
sectors. Thus, the expansionary effect of the decline of the
‘dollar increases total expenditures, but changes the output mix
away from capital goods and toward traded goods.

There is a second, independent source of upward pressure
on the interest rate subsequent to a devaluation. Transactions
-crowding out occurs when the economy expands regardless of the
source and a real balance effect occurs in the money markets as
a direct consequence of the fall in the dollar. BAs the value
of the dollar declines, prices of imports and of
import-competing products rise. Studies show that a 10 percent
depreciation will raisé the level of the CPI 1 percent after 15
months and 1.5 percent permanently. In the absence of a change
in monetary policy, higher prices mean lower real money
ba;ances, and thus an even higher interest rate, if the demand
for money depends on the CPI is opposed to the GNP deflator.
Activity in interest-sensitive sectors will thereby decline
relatively, on this account lowering the level of total output,
.and further altering i;s mix away from investment goods.

On balance, it is difficult té séy whether total output
will increase or decrease, because these two effects act in
opposite directions. It is clear, however, that the sectoral

1expansions which occur will be strongest in the traded goods
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be in intetest-sensitive sectors.

Of course, capital goods are traded and are also interest
sensitive. Capital goods exports will increase by about 6
percent or $4.0 billion 2 years after a 10 percent
depreciation. But this increase will be offset by a relative
fall in domestic expenditure on capital and investment goods
due to higher interest rates.

During the first & months following the depreciation the
current account deficit will worsen and the capital inflow will
increase, precisely the opposite of the long-run effect. It
would be misleadihg, however, to apply the above arguments in
reverse to the short run. Thouah short-term interest rates may
fall, long-term rates, which more accurately reflect the
opportunity cost of investment purchases, should rise
somewhat. Consequeptly, the short run impact of a dollar

depreciation on demand for capital goods is not much better.

Indirect Effects on the Trade Balance of Capital Goods

In addition to the direct improvement in the capital
goods' trade balance there is a second, indirect improvement
resulting from the depreciation of the dollar and the
subseqguent rise in interest rates. Imported capital goods are
even less attractive than they were after their relative price
increased because of the higher interest costs; Instead of

falling by 7 percent, expenditure on imports of capital goods
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will decline:by
s g -
goods trade-balance will improve by more than the price

3
il

12 pércent after 2 years. Thus the capital

elasticities alone would indicate.

In sum, the total long run effect of a 10 percent
depreciation is to increase the capital goods trade balance by
$8.7 pillion. But as the current account improves, capital
inflows will Qane. The supply of funds available for

investment will shrink forcing interest rates to rise.
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Appendix B

The Impact;oﬁka*%g;Percent Depreciation of the Dollar on

 U.S. Farm Exports

In the absence of changes in other factors, an
inflation-adjusted depreciation of 20 percent during 1984 would
restore U.S8, export volumes of wheat, corn, and soybeans, to
their pre-appreciation levels and boost prices and, hence,
values to nearly those levels. The gains due to a depreciation
may not be apparent until fiscal 1986, given lags of perhaps
6-16 months between exchangé-rate changes and commodity trade

movements.

o Export volumes would increase by 14 percent (+16.6
million tons),

0 Export values would increase by 19 percent (+$3.4
bPillion), and

o Export prices would increase by 6 percent.

Export volumes for corn would change more than the other
commodities; a similarly large change was seen in the volume of
corn exports during the appreciation of the dollar in 1981 anc

1982. It is estimated that the guantity exported of:
o Corn would rise 16 percent,

¢ Wheat would rise 11l percent, and

¢ Soybeans would rise 10 percent.
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This analysis repfeéents the effects on U.S. exports if the
dollar were to depreciate uniformly againét all currencies,
Recently, however, the dollar has declined more against the
European currencies than against the Jaéanese.yen, and has
continued to appreciate against the Canadian dollar and
currencies of most developing countries. If this behaviof
continues, both the guantities exported and the prices of
soybeans could increase more, while corn and wheat may show

smaller gains.

Other factors are‘assumed to be static, but it is important to
point out a critical factor for agricultural exports. .Weak
Gross National Product growth in the overseas industrialized
countries, especially in Europe, and debt in many key
developing country markets may remain a mitigating factor
through 1984 and into 1985. Thus, the export expanding impacts
of depreciation may be partly offset by the influence of

dampened effective demand,

Imbact of Strong Dollar on Demand for

U.S. Farm Exports 1/
After adjusting for inflation, the dollar appreciated roughly

10 percent per year in both 1981 and 1982. The dollar's rise

is estimated to have reduced:
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o Export prices by S5 percent,
o Export values by 16 percent ($3.4 billion), and

o Export volumes by 12 percent (16 million metric tons).

Export prices for each of the commodities declined at roughly
equal rates. Thus, variability of volumes caused the variation
in export values. Estimates of volume impact differ by

commodity:

o Wheat volume fell by 10 percent,
0 Corn volume fell by 15 percent, and

o0 Soybean volume fell by 8 percent.

Thus, the implied elasticities of export volume with respect to

an exchange-rate appreciation, were:

o .5 for wheat,
o .8 for corn, and

o .4 for soybeans.

l/ Based on a study by the Economic Research Service entitled,

Strong Dollar Dampens Demand for U.S5. Farm Exports, AER

193, U.S. Department of Agriculture.
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